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The Author


Jo Welman had a career in the City spanning over 40 years and worked in a wide variety of financial and non-financial businesses. After graduating from Exeter University in 1979 with a degree in economics, Jo spent ten years at Baring Asset Management where he managed a range of UK and US pension funds and unit trusts, investing across multiple sectors including bonds, international equities, commercial and residential property and private equity. 


In 1989 Jo was recruited to become Managing Director of merchant bank Rea Brothers’ institutional and private wealth investment management division. Here he built on their sub scale funds management business and over the following decade launched a series of specialist investment trusts and funds in a variety of industry and property sectors, before forming a joint venture with reinsurance brokers Benfields (now Aon Benfield) and raising one of the first limited liability corporate capital vehicles for the Lloyds insurance market in 1993. 


Following the sale of Rea to Close Brothers in 1999 Jo became Chairman of Brit Insurance Holdings Plc., a company that he had co-founded in 1995, and also served as non-executive director or chairman of several investment trusts and both publicly listed and private companies. In 2001 he founded a new private equity and specialist asset management firm, Epic Investment Partners (Epic). Epic was subsequently sold to AIM listed Syndicate Asset Management in 2010 but the private equity division remained independent and Jo was retained as an advisor to the management team. 


Although now retired, Jo was invited onto the board as a Non-Exetuive Director of a Lloyd’s managing agency and Non-Executive Chairman of a listed fund management group for his investment experience and continues to provide corporate finance and investment advice to entrepreneurs and private investors.


		

	





The Issues we now Face


The ways in which we live, travel and communicate have changed so very dramatically over my lifetime it is hardly surprising that we need to revisit and review many of our assumptions. I wrestle with Skype, Face time, Blogs, Twitter and interactive TV – all things that my children seem to understand as second nature. 


This is nothing new – my grandfather was born in 1888, in an era of horse-drawn transport and warfare. He saw the first films, communicated on the first telephones, watched the first televisions, and even lived to see a man playing golf on the moon. But even though he was faced with equally dramatic technological and social change, I’m not at all sure that his basic financial assumptions were altered as fundamentally as ours in the 21st Century.


It is therefore hardly surprising that my generation needs help in understanding and coming to terms with the dramatic changes in the financial world in which we now live, and I hope this book can play some small part in helping some of my fellow baby-boomers and their sons and daughters to understand the ramifications. More particularly, I hope I can make readers aware of the potential dangers of handing down some of the outdated assumptions that served previous generations well, but may not hold true for our children.


None of the topics that I cover is unduly complex, but economics, finance and investment can be confusing to those unfamiliar with some of the issues and terminology. I hope that the book’s guidance can give readers the confidence to take control of some or all of their investments, that they find the process interesting and fun and, most important of all, it allows them to retain more of the income that their investments generate.


On re-reading my first edition the book appears to cater for adults contemplating and saving for retirement, while my primary intention was to help younger people set out in life with at least some feel for the aspects of economics and the financial world that might influence their behaviour and life choices. As a result I have juggled the order of chapters and added some relevant topics so as not to bury those most relevant behind the more detailed investment thinking. I’ve also left Patsy’s wonderful caricature of Gordon Brown on the book’s cover. Brown as Chancellor was one of the main architects of the ‘stealth taxes’ that have undermined the benefits of saving for a pension.


If you are already into your forties or beyond I’m hoping that this advice doesn’t come too late, but those of you leaving school or university and setting out on your working lives, please take on board the very boring necessity to take control of your financial future by starting a savings habit as soon as possible. I know life is tough with housing and living costs sky-rocketing, so I do understand that there’s probably not going to be much left in the pot at the end of each month. And of course you’ll want to meet mates in the pub and budget for holidays, but if you can find a way to start small and get into the habit of tucking a little away each month then at least it’s a start. 


When I embarked on the first edition of Feet up be the Pool in 2014 there were two motivating forces. The first that I refer to above, relates to the need for my children and their generation to start saving as soon as they start earning. The second was a genuine fear that those nearer retirement age could be in for a very nasty shock. In 2024 there does at last seem to be a growing awareness of the impending pension crisis, but the opportunity to warn people when to me it was becoming increasingly apparent ten years ago has been missed. We are approaching the time when a retiring generation faces the harsh realities of living off the income generated from a finite lump of savings. The shock of realising the extent to which many lifestyles will need to be dramatically cut back will prove distressing for many who haven’t planned or saved sufficiently for life after they’ve stopped working. 




The book’s title ‘Feet up by the Pool’ is not intended as a smug ‘look at me, I’m happily retired’, quite the reverse – the book is an acknowledgment of the process I went through before retirement in my early 50’s. Many like me want to stop work when we’ve had enough and not always when we’ve made enough! Whenever we decide to stop work we must understand our living costs and how much we need to have saved to fund them. I hope that this book might helps others through the same process. 
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All profits from sales of this book will be used to fund the provision of much needed financial education initiatives for secondary school and university students.
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Introduction


A young man asked an old rich man how he made his money.


The old guy fingered his worsted wool vest and said:


‘Well, son, it was 1932. The depth of the Great Depression. I was down to my last nickel. I invested that nickel in an apple. I spent the entire day polishing the apple and, at the end of the day, I sold the apple for ten cents.


The next morning, I invested those ten cents in two apples. I spent the entire day polishing them and sold them at 5:00 pm for 20 cents. I continued this system for a month, by the end of which I’d accumulated a fortune of $1.37.


Then my wife’s father died and left us two million dollars.’


If my children are to accumulate enough capital over their working lives they are unlikely to achieve this by polishing apples – and they will only inherit if we die before we’ve spent the lot. So they need an understandable and contemporary overview of the financial options available to a generation that will, in the most part, rely on their own savings to provide for a comfortable existence when they eventually stop working. 


For us Baby-Boomers who are already at or approaching retirement age, some of this advice might come too late, but we all need guidance through a very different financial world from the one that our parents inhabited. There is also a danger that the advice that we give our kids, inevitably a product of our own experience, is unlikely to be appropriate for this new world. 


We must discourage our children from emulating our unhealthy focus on enrichment through borrowed money and home purchase. I always hoped that my children would one day own their own homes, but I did not encourage them to view this aspiration as an investment to be traded, or as an alternative to saving. The risks and costs are now very considerable, and we should therefore encourage them to wait until they can see the prospect of job security and the likelihood that they will remain in the same location for some considerable time. This is why I do not believe that the value of their homes is likely to play such a significant role in their savings matrix – and why they must get into the savings habit as soon as possible.
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In 2007 our children inherited a sum of money from their grandmother that allowed them a measure of independence during their university years. They were no better off in income terms than their peers who received similar and often larger allowances from their parents, but it forced them to make their own spending choices – they were off the parental payroll!


I manage their investments, and my objective has been to provide them with a combination of income and capital gain. I have also tried to convince them, successfully so far, of how much more difficult it is to accumulate capital than to spend it. As a result, they limited their spending to the income that their investments generate and when they needed more they found jobs. 


Before I fall under the proverbial bus, I am determined to give them a sufficient understanding of finance and investment to avoid the many bear traps that they will encounter if they seek ‘independent’ advice – advice which, in my experience, is seldom truly independent, is often narrow in scope and sometimes worryingly ill informed. 


So I wrote each of them a letter explaining a little of how the financial world works and how I am using the various investment tools at my disposal on their behalf. Given the size and complexities of the issues they will face over their working lives I believe these letters will prove woefully inadequate, so I decided to write this book for them to dust off when I’m not around, or for any fellow baby-boomers for whose children this advice might be relevant. Before embarking on this journey I first need to explain the tool of our trade.


Money
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Money is ‘currency’, a word derived from the Latin ‘curren’ - ‘condition of flowing’ - and is a term used for anything that is used as a medium of exchange. Before the introduction of monetary tokens such as coins and notes, barter was the common means of exchange. Barter is a system of trade where goods or services are directly traded without using money. I produce arrowheads for the hunter to kill deer and he pays me in the meat and skins that my arrows help him to shoot. You produce and sell corn and bread from your farm and I cook and clean your house in exchange. Your currency is therefore your hunting and farming skills and my currency is my skill in making arrow heads, cooking and cleaning. 


When trades become removed from direct swap arrangements barter doesn’t work. For instance I might wish to store the credits that I am owed from cooking and cleaning to spend sometime in the future – perhaps to buy fruit from another farmer. I therefore need some form of proof or accepted token or credit note to prove that I have credits in store for future purchases. I need money. 


Our ancestors produced these tokens in the form of coins - often manufactured with rare and valuable metals which gave the holder confidence in its acceptance as a valuable currency. The predecessors of bank notes were notes issued by the Bank of England from the late 1600s. These were hand written ‘promises to pay’ and this promise was backed by a specific weight of gold. These promises became so popular the bank produced bank notes in fixed denominations rather than the random amounts requested by customers. A century later, to compensate for the lack of gold resulting from the French revolutionary wars at the end of the 18th Century, the Bank of England produced a £5 note, a one sided and fully printed ‘white fiver’ that remained in circulation until 1957.


The formal gold standard was first implemented by England, and the subsequent Bretton Woods system allowed $35 to be exchanged for an ounce of gold and maintained a system whereby currency continued to be backed by specified quantities of gold held in banks’ vaults. This retained confidence that produce and labour were being exchanged for currency with real tangible value. After the first World War Britain had insufficient gold in its vaults to repay its war debts and the UK currency’s ‘Promise to Pay’ was no longer backed by gold. In 1971 President Nixon finally terminated the convertibility of the US dollar into Gold and ‘FIAT’ currencies were born – currencies issued by governments without the backing of anything tangible. In Chapters 5 and 6 I describe what happens when the users of a currency lose faith and confidence in the value of this ‘Promise to Pay’.
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The Saving Habit
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Get into the saving habit – and quick


Have you ever tried filling in an online personal pension forecast? If not and you did, what might it conclude?


Simple Retirement Calculator: ‘According to your latest figures, if you retired today, you could live very, very comfortably until 2 p.m. tomorrow.’ 


Let’s hope not, but after the peak in the household savings rate at about 20% of average earnings during the Covid lockdown (when we were unable to spend!) The average savings rate dropped back to around 8% and when wage increases fall below price rises this is likely to fall still further. This savings slump was the inevitable result of rising household expenses and falling real wages.


The Lucky Generation


For my parent’s generation, UK employers assumed much of the responsibility for saving on their employee’s behalf through the provision of guaranteed ‘Defined Benefit’ pensions. But, outside the public sector, pensions underwritten by employers and paid as a proportion of salaries prior to retirement have become increasingly rare. As a result most of us need to develop our own saving habit. My generation has treated home-ownership as a form of saving and a store of value which can be realised to help fund retirement through equity release loans or downsizing to a smaller home. With houses now so much less affordable, this option is less likely to work for our children, and so for them a savings habit is an urgent necessity.


I was born on the second day of 1958, so I’m a member of that lucky generation of post war ‘Baby Boomers’. Wartime rationing had ended five years earlier, houses were still affordable, most people had Defined Benefit pensions guaranteed by their employers, and by the time we left school, personal tax rates had begun to fall from the dizzy heights they’d reached under the UK’s socialist governments of the late 1960’s and early 1970’s. We are a lucky generation, and even though politicians of all persuasions have tucked into our pension savings through erosions in the tax benefits with great gusto, many of us own our homes, the value of which has multiplied over recent decades and can be extracted to fill any holes in our retirement arrangements. I fear that our children may not be so lucky.


But even my lucky generation faces some tricky issues. Despite the relative financial security that many of us enjoy as homeowners, we are the first generation for whom the majority will need to fund their lives after retirement from their own savings, rather than a guaranteed company pension. Worryingly, many are in danger of discovering this too late to put enough money aside to avoid a retirement in relative poverty. 


The basic state pension is unlikely to cover much more that our utility bills, so it is vital that we gain an understanding of how we can plan and cope when we are no longer working. More importantly, our children need to be made aware of the issues they face as early in their adult lives as possible, because if they start the saving habit too late they will find it hard to catch up. Moreover they are likely to live for decades longer than their grandparents, and will therefore need to save and accumulate eye-watering sums if they are to fund a dignified and comfortable retirement over a much longer period. 


Quite apart from the young who have sufficient time to plan, we all need to focus on the amounts we must save, how those sums should be invested, and the resulting income that our savings are likely to buy. So even if you are not young and you have not already planned your pension arrangements, this book’s objective is to help ensure that you enjoy the longest, happiest, worry-free retirement possible.
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Advisors Can No Longer Advise
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Our school curriculum appears to consider it to be more relevant and useful to learn about volcanoes and ancient history than some of the most essential life skills. As a result many of us lack the knowledge required to plan for life in an increasingly complex financial world. 


Sources of Information and Advice


Our sources of financial information and advice range from ill-informed and questionably motivated politicians, many of whom have never held down a job outside politics and are therefore in no position to opine on any but the most basic financial issues, to ‘Independent’ Financial Advisors (IFA’s). Many of the former seem to lack even the most basic understanding of todays’ financial and economic issues, while the latter have, in large part, been forced into becoming product sales people, too constrained by their regulators to be able to offer constructive and individually tailored advice without fear of being sued or losing their regulatory licenses. Moreover their fees are such that only wealthier savers can afford to buy advice specific to their individual circumstances.


Then of course there are the banks on which many of us are forced to rely for financial advice. Don’t get me started on them. The following story is just one example of the problem.


For the first time in over 40 years, my friend and gardener was contacted by his bank when they spotted a maturing endowment policy – and, of course, a potential fee for advice relating to the investment of the proceeds. Rapson (name changed) tends to seek my opinions on such matters, and I could only conclude that the advice offered by his reputable high street bank was both inappropriate and ill informed. I won’t bore you with the detail, but it was obvious that the salesman’s experience and competence was limited to a small number of products that his bank offers to smaller customers. This could have been fine if the range of solutions he was able to offer included something appropriate for Rapson’s circumstances. Unfortunately, it did not.


Rapson subsequently received a visit from his pension adviser to discuss the investment of a maturing pension. He is in the bank’s lowest risk client category, as defined by the regulator, meaning that his questionnaire suggested that Rapson’s investments should be exposed to as little risk as possible. As a result, he suggested that Rapson uses his savings to buy a fixed income product that will pay him approximately £40 each month for the remainder of his life. 


However, even if inflation falls and remains at or around 2.5% per annum, in ten years’ time this £40 will be the equivalent to an income of under £32, and in twenty years, when Rapson is in his early eighties and perhaps need s to pay the extra cost of care, his annuity would provide under £25 per month measured in today’s money. And this assumes that inflation does settle at 2.5%. If price inflation was to have remained at its recent double digit percentage levels – which before 2023 were last seen in the late 1970’s, – then the £40 per month income figure could fall to the equivalent of under £5.50 within twenty years. When asked by Rapson if it would be better to accept a slightly lower immediate income and invest in assets whose income would grow, the IFA responded that the risk would be too high. 


I would suggest that the advisor’s proposed strategy carried the highest risk of all – the risk that Rapson’s income from the investment would be insufficient to meet his needs. I will discuss these specific issues in greater detail in a later chapter, but my overall objective is to offer not only an understandable and contemporary overview of the financial options available to people like Rapson, but also to provide a template that is intended to give savers the confidence to make decisions about the allocation of, or even to manage, their own investments. To a generation that will, in the most part, rely on their own savings to provide for a comfortable existence when they eventually stop working, the former objective is a must, and success with the latter would be an added bonus. 


This is not a technical manual, but the book’s minimum objective is to arm readers with sufficient knowledge to allow them to ask more informed questions and to sense-check the financial advice that they receive, from whatever source. We also need to develop some basic life skills and disciplines. We need to budget our expenditure, understand about debt and, most important of all, understand why our homes should be viewed as places to live and not a substitute for saving.
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‘The Property Ladder’ – There Are Snakes Too!
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In my introduction I contrasted the economic outlook for the post war home-owning Baby-Boomer generation with the likely prospects for our children. We should never underestimate our luck in having been able to afford to buy our own homes, the values of which might be available to enable us to fill any gaps in our pension and savings arrangements. However, if ever there was a prime example of my generation encouraging our children to do something inappropriate just because it worked for us, this could be it.


Let me explain what I believe has changed and why our advice might prove outdated and potentially dangerous. 


‘The Property Ladder’


Before sharing my concerns, let’s start with a terminology issue. How often have we come across the stated determination to ‘get onto the property ladder’? We’ve all played Snakes and Ladders and know what happens when our counter lands at the foot of a ladder – we go up. But when we arrive on the head of a snake? Herein lies the rub, because the use of this terminology exposes the dangerous assumption that property prices are a one way bet.


If the ‘property ladder’ worked for us, then why not for our children? Later in the book I will warn against relying on monetary assets to keep pace with price inflation and explain why long-term investors should invest in ‘real’ assets such as shares and property. To understand how the Baby-Boomers could afford to buy their homes we need first to understand the reasons why the Yield Gap between equities and Gilts reversed, and I will cover this in detail when I fully explain the case for investment in equities.


Inflation is the borrower’s friend


I need to explain why it was such a cracking deal it was in the 1970’s for the government to borrow, and then repay the loans a decade later after high inflation had eroded the real value of each £1 they had borrowed to nearer 35p. The government had, in effect, used inflation to decrease the value of its debts. Imagine now the benefits that we, ordinary people, also borrowed the money and repaid the bank ten years later after a period of high inflation. 


Like the Government, we allowed inflation to erode the value of our debt, and so, like the government, we also repaid only a small proportion of the real value that we had originally borrowed. But we used the money we borrowed to buy a real asset that kept pace with inflation – our home. Using the same equation, this would mean that we borrowed a pound and repaid the equivalent value of say 35p after ten years, but the house that we bought for our loan of £1 was still worth in real, inflation-adjusted terms, the same as the £1 that we originally borrowed – three times the value of the debt.


Another way of explaining this phenomenon is to describe the actual mechanics of the trade. We borrowed the maximum allowed by banks and building societies in those days to buy our homes, which typically amounted to a multiple of between three and four times our annual salaries. A combination of high inflation and perhaps some job promotions pushed our salaries higher every year, and in turn we were encouraged to borrow three to four times this new, higher amount and buy a larger and more expensive property, and so on.


Over the next two decades, house prices rose with inflation and our salaries and the value of our homes soon dwarfed our debts, so we ended with little or no debt and owned houses that had multiplied many times in value. And the gains were tax free! Property had become a major source of wealth creation, but without help from high inflation many of us could not have built up the capital to buy the houses in which we now live.


So why can’t our kids play this profitable game and use their homes as a core part of their savings matrix? Their biggest obstacle is affordability – particularly in the South East of England and the more affluent areas in and around London, where average house prices have risen so far as to be increasingly unaffordable  to first time buyers. This has been caused by the combination of two factors – a massive imbalance of supply and demand, with too few new homes being built to cater for those seeking employment in the affluent South East – and record low interest rates which until 2023 had made large mortgages affordable. As a result, the three to four times borrowing multiple of average earnings today would neither buy a garage in central London nor a beach hut in Frinton-on-Sea.


Negative Equity


Irresponsible mortgage lending in the run up to the financial crash in 2008 made the problem much worse – many home buyers had borrowed too high a proportion of their home’s value, so when prices fell, if they lost their jobs in the ensuing recession and were forced to sell their homes they could not achieve a price that allowed them to repay their lenders. The situation where the value of debt is greater than the value of a home is referred to as ‘negative equity’. Let’s hope we’re not facing a repeat performance when the effects of higher mortgage rates filter through.


So how did our politicians try to ensure this did not happen again? For once, sense seemed to prevail and banks were discouraged from lending such a high proportion of a property’s value. This in turn meant that first-time home buyers would be forced to save more for a deposit before they could buy a house and therefore owned a larger proportion of the value of their homes. As a result if they were ever forced to sell their homes they would be less likely to suffer from negative equity.


Very sensible you might think – and you would be right. But guess what? The Tories decided that their chances of re-election in 2015 were more important than either the fortunes of first time house buyers or the likely state of the British economy after the election. So they tried to buy votes by igniting another inflationary property boom, hoping that the ‘feel-good factor’ from rising house prices would spill over into improved consumer confidence, more high street spending – and more Tory votes. You don’t need me to tell you how the previous credit fuelled consumer binge ended. Strong words, and so I need to explain how the blue touch-paper was lit under the housing market that lasted another seven years – and why.
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I must try not to get carried away with a political diatribe, but in 2015 I think it is fair to say that the rise of support for Nigel Farage and the UK Independence Party (UKIP) had meant that the Tories would require a series of unlikely miracles to deliver Mr. Cameron another term in a coalition government, let alone an overall majority of Tory MP’s after the 2015 general election. 






[image: image]







So with eighteen months to go, Mr. Cameron and his Chancellor came up with a ripping wheeze. The new ‘responsible lending’ criteria imposed on the banks after the 2008 Financial Crisis was, all of a sudden, no longer considered to be such a great idea after all. And so they decided to provide guarantees to enable young prospective Tory voters – oops, I mean the hard working, aspirational middle class families – to borrow up to 95% of the value of their new homes. Brilliant, let’s replicate the conditions that bankrupted the Anglo Saxon world in 2008!


So the government – or rather you and I the tax payer – offered to guarantee the difference between what the banks would lend and the amount that house buyers actually need to borrow to secure their new home. It is hard to imagine a more foolhardy scheme, but it became obvious that home buyers would enjoy a wonderful party until the inevitable hangover that inevitably follows. Even the banks and building societies thought this was a bad idea – apart of course from the two banks that did agree to join the scheme. Lloyds and The Royal Bank of Scotland have one other thing in common – their largest shareholder was Her Majesty’s Government who spent our money to rescue them from bankruptcy.


So there’s no rush to get onto ‘The Ladder’


Now I’ve got that off my chest, let’s get back to the point. Whether or not I was proved right, record low interest rates have lured many house buyers into borrowing vast sums in relation to their current incomes, which has enabled them to clamber onto this so-called housing ladder. So what can possibly go wrong? As certainly as night follows day, it was obvious that interest rates would eventually rise again, and unless this was accompanied by a dramatic increase in wage inflation, it would cause many first time buyers to regret their high and potentially unaffordable levels of debt.


In 2023 this inevitable outcome came to pass – an explosion of inflation caused interest rates to rise very dramatically and the reasons why we have not seen greater falls in house prices are twofold. Many mortgages have their interest rates fixed and it is only when the fixed period expires that borrowers face increased interest costs. The second is that unemployment remains relatively low and it is when higher interest rates lead to losses of jobs that homeowners really do struggle to keep their homes.


And house prices from here? Even though valuations in London and the South East remain, by any historical criteria, ridiculously overstretched, there is no reason to believe that the supply/demand situation will deteriorate and cause a house price crash any time soon. That is unless or until the UK economy finds itself in recession that leads to job losses. But will we see another period of hyperinflation in house prices? No, not this time and not from these high and less affordable valuations, so our kids are unlikely to be able to inflate their way out of debt as quickly and easily as the post war baby-boomer generation. And there is one more secular change to consider. 


Many of the current generations’ careers will require them to be flexible and mobile as technological advances and changing global economic leadership make their working lives very much less static and predictable. Absent rampant house price inflation, the greatly increased costs of moving home imposed by successive governments through increases in stamp duty, means that the trading-up cycle that we enjoyed towards the end of the 20th century will no longer be a short cut to riches.
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